In Pakistan corporate sector is adversely facing competition due to economic downturn in the world and making efforts to survive in a competitive and uncertain economic environment. This study will help to improve dividend decisions of corporate sector through proper implementation of their dividend policies. This paper is an attempt to explain the effect of dividend 
Introduction
Dividend policy is one of the most widely researched topics in the field of finance but the question whether dividend policy affects stock prices still remains debatable among managers, policy makers and researchers for many years. Dividend policy is important for investors, managers, lenders and for other stakeholders. It is important for investors because investors consider dividends not only the source of income but also a way to assess company from investment point of view. It is the way of assessing whether the company is cash generative or not. Selecting a suitable dividend policy is an important decision for the company because flexibility to invest in future projects depends on the amount of dividends that they pay to their shareholders. If company pay more dividends then fewer funds available for investment in future projects. Lenders are also interested in the amount of dividend that a company declares, as more amounts is paid as dividend means less amount would be available to the company for servicing and redemption of their claims and finally it is important for other stakeholders especially for claimholders to help them in reducing agency cost.
The basic objective of shareholder is to maximize their return and this return may be in the form of dividends or capital gain. Investors' decision regarding the return on investment is affected by dividend policy of the company. Arnold (2008) explains the main objective of dividend policy is to maximize shareholders' wealth by maximizing their purchasing power. So maximizing shareholders' wealth depends on the dividend policy of the company because of this shareholders would satisfy their purchasing and consumption patterns.
There are certain important factors that companies consider in designing their dividend policies like managerial and behavioral environment, firms' profitability ratios, willingness of the company etc. Juma'h & Pacheco (2008) is affected by managerial and behavioral environment in U.S. They explained that sometimes financially strong companies do not pay dividend and financially weak companies pay dividends.
According to their opinion dividend paying companies are generally larger in size, profitability, in terms of liquidity ratio and in research and developments as compared to non-dividend paying companies. Ling, Mutalip, Shahrin, & Othman (2008) One school of thought followed the opinion of Miller and Modigliani (1961) and considered dividend policy irrelevant while the second school of thought followed the point of view of Gordon (1963) and considered dividend policy relevant. Since the half century passed, the question still remains i.e. whether dividend policy is relevant or not. This dilemma yet exists, which theory the companies should apply for making their dividend decisions.
Literature Review
Many studies have been conducted on dividend policies earlier which explain the relationship between dividend policy and stock prices. These studies help new researchers to explore the Dividend Payouts and consider it less risky than capital gain. Allen & Rachim (1996) found no relationship between the dividend yield and stock market price even after studying 173 Australian listed stocks but it show positive relation between stock prices and size, earnings and leverage and negative relation stock prices and payout ratio while Baskin (1989) examine 2344 U.S common stocks from the period of 1967 to 1986, and found a significant negative relationship between dividend yield and stock price.
Another study conducted by Ho (2002) equity ratio has negative relation with stock return while size of the firm has positive relation with stock return. Another study conducted by Raballe & Hedensted (2008) in Denmark during 1988-2004 identified the positive relationship between cash dividends and net earnings of the company, return on equity, retained earnings, size and last year profit but fail to find out any relation between debt equity ratio and dividend decision in Denmark. Denis & Osobov (2008) empirically tested the trends of companies for designing their dividend policy. Results of their study show that general trend in US, Canada, UK, Germany, France, and Japan is that the companies having higher profitability ratio and higher fraction of retained earnings to total equity pay dividends to their investors. On the other hand, the companies that have lower profitability ratio and lower fraction of retained earnings to total equity do not either pay dividend or pay at a low rate but still this all depends on the managerial and behavioral environment of the countries to decide whether they want to pay dividends or not the positive association between dividends and stock market prices while Baskin (1989) found an inverse relationship between dividends and stock market prices whereas Black & Scholes (1974) and Allen & Rachim (1996) failed to find out any type of relationship between the dividend and stock price. 
